Exhibit 1 displays the average annual growth for MHS hospitals between 1975 and 1982 based on the AHA surveys. During this sevenyear period, the number of systems grew at an average annual rate of 3.4 percent, the number of MHS hospitals increased by 4.6 percent annually, and the number of systems' hospital beds increased by 3 percent annually. The number of independent hospitals and hospital beds decreased 1.3 percent annually during these years. 4 Overall, the percentage of U.S. community hospitals belonging to systems increased from 25 percent to 33 percent from 1975 to 1982. These modest rates of MHS growth are in stark contrast to the explosive increases depicted in the trade press, and suggest that predictions of 70 percent market share for MHS are unlikely to be fulfilled in the near future. Exhibit 2 compares the growth of for-profit and nonprofit multihospital systems. Between 1978 and , the number of for-profit hospitals increased annually by 5.3 percent, whereas nonprofit systems added hospitals at the rate of 11.4 percent per annum. For-profit system beds increased annually by 4.8 percent, while nonprofits grew by 3.5 percent. Hospital revenues showed substantial growth, increasing by 31.2 percent and 24.2 percent per annum for the for-profit and nonprofit systems, respectively. Modern Healthcare data (not shown) further indicate that between 1980 and 1982, profits (or excess revenues) grew at an annual rate of 63.1 percent and 112.6 percent for for-profit and nonprofit systems, respectively. 5 These comparisons suggest, in contrast to the situation often depicted in the mass media, no clear pattern of differences in growth rates between for-profit and nonprofit systems.
For-profit and nonprofit systems have different patterns of growth. For-profit systems average twenty-three hospitals per system and tend to be geographically extended, usually spanning a number of states. 6 Individual nonprofit systems average seven hospitals per system, and tend to be regional, usually located in one or two states. 7 Nonprofit systems are 10 Most common administrative health care enterprises were management of physician office buildings and group purchasing plans. Less than 5 percent of the nation's systems were operating the high-visibility business of hotel/ restaurant/ resort management.
Advantages Of MHS
There are three possible advantages of MHS over independent hospitals: (1) economic benefits, including improved access to capital, increased efficiency and economies of scale, and ability to diversify; (2) personnel and management benefits, such as improved recruiting and ability to develop and retain high-caliber staff; and (3) organizational benefits with a regional rather than only a local perspective on health needs and greater power to control environmental factors.
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Econom ic Benefits. Increasing financial pressure upon hospitals to remain solvent has stimulated the growth of multihospital systems. 12 This, together with an alleged oversupply and maldistribution of hospital services, has fostered the growth of MHS as a potential solution to the rising cost of hospital care. 13 1. Access to capital. Hospitals require large sums of capital to replace, renovate, modernize, and expand. Estimates of the industry's capital needs for the 1980s range from $95 to $200 billion. 14 With the reduction in private philanthropy and government grants-in-aid, such as the HillBurton Program, hospitals have turned increasingly to commercial borrowing to finance capital projects. This dependence has been exacerbated by the reimbursement practices of cost-based payers, Medicare, Medicaid, and Blue Cross, which during a decade of high inflation continued to calculate depreciation on the basis of historical rather than replacement The financial community provides favorable borrowing conditions to systems over independent hospitals. Systems are perceived as sounder risks because of their larger revenue, asset and equity bases, and debt capacity. 16 This is further enhanced by increased recognition of systems in the capital markets. 17 Another technical advantage of systems is their ability to time debt acquisitions to swings in the market and to spread the risk of borrowing. MHS have fewer constraints for growth than independent hospitals. They can more easily absorb new operating units without violating the terms of existing lending agreements, and without precipitously increasing the amount of financial leverage.
There are a limited number of data-based studies that compare borrowing conditions for system and independent hospitals. These studies are based on national data sets and, in general, strongly support the proposition that systems operate at an advantage in the financial markets. Kidder, Peabody & Co. report that 61 percent of systems' debt borrowings between 1978 and 1981 were rated A+ or AA, whereas only 18 percent of independent hospitals were so rated (Exhibit 5).
18 Bonds with full corporate pledges are rated considerably better than system issues with limited corporate pledges. Hernandez and Howie reported that between 1970 and 1977 only 10 percent of tax-exempt debt of nonprofit systems was pledged with their full system's resources. 19 2. Increased efficiency and economies of scale. The literature suggests that systems realize economies of scale, and thus reduce production costs, through a number of technical advantages in the provision of hotel services. First, by securing discounts and obtaining superior price information, systems are purported to realize savings through mass purchasing. Second, systems are believed to use capital facilities and equipment more efficiently than independent hospitals through sharing and specialization, in addition to central warehousing of inventories. 20 Third, systems are thought to use highly skilled personnel more efficiently than independent hospitals. Empirical studies have focused on hospitalwide measures of efficiency, rather than economies associated with the forementioned factors. Measures of efficiency include length-of-stay, admissions per bed, occupancy, and full-time-equivalent staff per patient day. There is a consensus that systems, particularly for-profit systems, use fewer staff per unit of output. 22 No other clear differences exist. 3. System diversification. In an earlier section it was noted that systems were committed to the ownership and management of nonhospital enterprises. Diversification is believed to provide systems with a number of technical advantages over independent hospitals. 23 First, profits from health and nonhealth lines of business provide systems with a source of internal funds for financing new capital acquisitions, Second, diversification into nonhospital markets provides systems with additional financial stability. Separate lines of business offer the potential of offsetting cash flow supply during the trough of the hospital's business cycle. 24 Third, diversification is a strategy for growth. Management contracting, where one organization assumes. responsibility for the management of another hospital or department, illustrates this point. In the short run, management contracting offers increased revenues and the opportunity to spread fixed costs over more units. 25 In the long run, management contracting may pave the way for future acquisition of the hospital.
26
Personnel Management Benefits. There is general agreement in the literature that systems can attract and retain both clinical and management personnel. 27 Attracting expertise is an especially acute problem for a number of rural hospitals. Empirical studies support the assertion that systems are able to attract quality personnel in rural areas. 28 There is insufficient empirical evidence to support or refute whether systems have an advantage in personnel management in urban areas. 29 There are, however, a number of possible drawbacks to systems: loss of autonomy, medical staff objections to perceived corporate indifference, impersonal corporate attitudes toward employees and/ or patients, replacement of older, loyal employees with corporate personnel, outflow of dollars from the local community, and increased paperwork and "red tape." 3 0 Planning, Program, and Organizational Benefits. Proponents contend that systems are better able to assess regional and state needs than independent hospitals.
31 Hospitals in underserved areas appear to benefit most from improved linkages with other hospitals. 32 It is also argued that systems have the resources to offer ambulatory services, such as HMOs and neighborhood health centers, and therefore increase patient access to care. 33 MHS economic power can be converted into political power and used to influence local planning and state regulatory agencies, thereby enhancing the ability of systems to meet their goals. 34 Critics contend that there is a loss of local autonomy under systems, and that their economic and political clout may not be used in the public interest. 35 There are no data-based studies to support or refute these contentions.
In summary, the literature suggests a number of advantages that systems have over independent hospitals including economies of scale; improved access to capital; diversification; personnel and management advantages; and program, personnel, and organizational benefits. There are few empirical studies to support or refute many of these claims. It does appear, however, that the principal advantage of systems is their favored status in the capital markets. Empirical studies indicate few differences in efficiency between system and independent hospitals, except that for-profits appear more efficient in their use of personnel.
Multihospital Systems And The Cost Of Hospital Care
Eighteen empirical studies have examined the impact of systems on the cost of hospital care. 36 The weight of the empirical evidence indicates that systems tend to increase the cost of care, particularly during the years immediately following a merger. These findings apply whether costs are measured as hospital expenses, charges, or revenues, on a per diem or per case basis. There is stronger evidence supporting this conclusion regarding for-profit systems than nonprofit systems.
If systems have certain technical advantages over independent hospitals, including superior access to capital markets, how do they increase the cost of care? First, systems spend their capital advantages by increasing services and providing more ancillary services per case. 37 Second, markups, the difference between cost and revenue for a specific service, are greater in systems hospitals than independent hospitals. 38 Third, facilities in systems hospitals tend to be newer, thereby increasing capital costs. 39 The conclusion that systems raise the cost of hospital care should be tempered by two considerations. First, existing research is based on the experience of the late 1960s through the early 1980s, a period when cost reimbursement was the predominant reimbursement mechanism. Study findings may indicate how systems and independent hospitals respond to the existing incentive structure. With the federal government's adoption of diagnosis-related group (DRG) payment for Medicare patients, hospitals are entering an era of prospective payment. Systems may behave in a radically different manner when they are rewarded rather than penalized for providing services at low costs. Second, except for a few case studies, previous research has examined accounting rather than economic costs. No study has addressed the larger question, "What hap pens to area per capita medical care costs, as well as hospital costs, when a MHS enters the area market?" One school of thought argues that for-profit systems compete by treating the most profitable cases, so-called "cream-skimming." Nonprofit hospitals, which previously cross-subsidized less profitable cases, as well as certain community services (care of the indigent, teaching, and research), may respond to the entry of the forprofit hospital by increasing prices for unprofitable cases, such as the severely ill, and reducing community services. 40 An opposing scenario views for-profit hospitals as forcing efficiencies on other area hospitals. If community services are no longer financed through patient cross-subsidies, but require direct subsidies, this change may be an improvement in social welfare. 41 
Quality And Access
Seven empirical studies have evaluated the effects of systems on access, service availability, or quality. 42 The studies suffer from one serious methodological flaw. Systems do not randomly choose where to locate, but self-select into favorable market areas. For example, for-profit systems tend to locate in fast-growing, less-regulated Sun Belt states and areas with lower Medicaid and indigent patient loads. Systems also purchase or build hospitals with certain-services and size, avoiding large tertiary care hospitals with heavy research and teaching commitments, Studies which compare an experimental group (system hospitals) with a matched control group (independent hospitals) may find no differences simply because the matching process eliminated hospitals providing different services or teaching programs.
The hospital management literature suggests that systems, particularly nonprofit systems, are advantageous for all three factors (access, availability, and quality), especially in rural areas where these problems are more acute. 43 Six of the seven studies of access compared for-profit system hospitals with independent nonprofit hospitals. Measures of access included percentage of revenues from Medicare and Medicaid, availability of specific services, diagnostic case-mix, and volume of charity care. For-profit systems and independent hospitals treated equal percentages of Medicare, as well as Medicaid patients. 44 Although less research is reported on indigent, or charity care, again no discernable differences are reported. 45 Service mix was studied using a number of proxy measures, including service profitability and scope of services offered. No significant differences were found between system and independent hospitals. 46 The last measure of access tested was hospital case-mix. Based on limited analysis of diagnostic case-mix, it appears that no difference exists between MHS and non-MHS hospitals.
cational and residency programs, and outcome statistics. No significant differences were found in staff qualifications (such as board certification), hospital accreditation, or outcome statistics (including mortality rates). 48 System hospitals performed no research activities and participated in fewer teaching and residency programs. However, the matched independent hospitals' commitment to research or teaching programs was also very limited. 49 
Agenda For Future Research
This review of more than 400 articles challenges several conventional wisdoms about multihospital systems. Through the acquisition of independent hospitals, systems are growing, but only at a modest rate of 3 to 5 percent per year. Sysrems hold one major technical advantage over independent hospitals-their preferred position in the capital markets. During the past two decades of retrospective cost reimbursement, systems have taken advantage of their greater access to the capital markets by producing a more ancillary-intensive and costly style of care.
Critics of multihospital systems, and for-profit systems in particular, have charged that systems fail to treat the poor and uninsured. Available evidence indicates that while systems treat small percentages of Medicaid and uninsured patients, they treat proportionally the same number as do nonprofit, independent hospitals located in similar market areas. There is little evidence to indicate that there is any difference in the quality of care between system and independent hospitals.
The major difference between independent and for-profit systems is locational choice. For-profit systems choose to invest their limited resources in the most profitable markets such as the fast-growing, suburban communities in Sun Belt states, where Blue Cross reimburses on the basis of charges. They eschew large, urban, tertiary care and teaching institutions that serve largely Medicaid and uninsured patients and states with mandatory rate-setting and certificate-of-need programs, Nonprofit systems, in contrast, are found in all regions of the country and in states with varying regulatory environments.
Although this review has identified certain trends and conclusions regarding the behavior of systems, there remain other issues requiring additional research. First, further research should document the competitive effects of system hospitals on other area health facilities. Do systems force efficiencies on other area hospitals? Conversely, do systems achieve their profits by shifting undesirable services and patients to other hospitals? Second, future research should develop improved outcome measures and comparisons groups for assessing the impact of systems. For example, quality measures should include diagnostic specific outcomes. Access should be analyzed through comparisons with contrasting, as well 
